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Severance tax guidelines explained

The following is an explanation of theincapable tax rate, the well must be certifiethe fifteenth day of the second month fol-

severance tax filing requirements for

as such to the Department of Revenue amhalwing the month of production, with the

ceiving reduced tax rates on productipifaxation on Form SEV O-10 or Form SE
from incapable and stripper wells. SeverO-25, Application for Certification of Strip
ance taxpayers should follow these guideser or Incapable Wells, respectively. It
lines in order to be eligible for the reducedmportant that all information requested
rates and avoid being billed for additionathe application be completed. Incorrect
taxes on their production. missing information will cause a delay an
or rejection of the certification. The app

Definitions cation must be filed on or before the f

Incapable oil is oil produced from a wellt€enth day of the second month following
classified by the Office of Conservation aghe month of production, as provided for by

an oil well and determined by the DepartRevised Statutes 47:633(7)(b) and (c).

\exception of a change in ownership. The
- approved application will be sent to the
igroducer of the well and to the purchaser of
Dithe oil, if the purchaser remits the severance
oraxes for the well. Taxes may be paid at the
dapplicable reduced rate from the date
i-stamped on the approved application.

f-

hg The closing stock (i.e. the oil in the stor-

hage tank prior to a well’s certification) is not
eligible for the reduced tax rate. Severance

ment of Revenue and Taxation as incap
of producing an average of more than

barrels of oil per producing day during the
entire taxable month. An incapable we

also produces at least 50 percent salt w
per producing day and is not on the sa
lease as a capable (full rate) well. The s
erance tax rate for incapable oil is one-h
the capable (full) rate.

Stripper oil is oil produced from a we
classified by the Office of Conservation
an oil well and determined by the Depa
ment of Revenue and Taxation as incap
of producing an average of more than

barrels of oil per producing day during the

entire taxable month. The severance tax
for stripper oil is one-fourth the capab
(full) rate. As of June 1994, certified stri
per production is exempt from the sev
ance tax in any month in which the gro
taxable value is less than $20 per barrel

Certification
Before the severance tax on the prod

i

tax is due on the closing stock at the rate in
y effect when it was produced.

of Continued on page 2

ble

b The Department will not retroactivel

ertify wells beyond the statutory date

D

I
8 |

"United States Supreme Court denies writ
"application by Columbia Gulf

The United States Supreme Court on Qc- The Louisiana Supreme Court held that
Itober 2, 1995, denied the Writ Applicatigrnthe sales and use tax statute clearly intends
A3f Columbia Gulf Transmission Companyto tax property consumed in the state. “When

No. 95-53) which affirms the decision ¢fnatural gas compressor fuel is consumed,”

comes a part of the state’s property. Fuel

) o must necessarily come to rest as it is con-
ateColumbia Gulf Transmission Companlys;med. It ceases to exist; it is terminated: it

§Columbia Gulf) transports natural gas frams sed in Louisiana; it cannot be taxed by
-offshore Louisiana to Kentucky through,other state.” The Court also held that the
randerground interstate pipelines. The &3xation of this fuel is not barred by the

stoses pressure during the journey and {§ommerce Clause of the United States Con-
. recompressed at four Louisiana compressefis ition.

stations. The Department sought to impose
a use tax on the gas that was diverted flom
uéhe pipelines for consumption at the four

It
1256% Louisiana State Supreme Court (No. 94he court stated, “it comes to rest and be-
-1650).

tion from a well can be paid at the stripper,

oggompressor stations.



Severance update (continued)

Approved incapable wells will be given
certification code of “P.” Approved strippe
wells will be given a certification code ¢
either “A” or “B.” The “B” certification

aStripper wells with the certification code ofa delinquent Form SEV O-3 for an inca-

r“B” are not required to be included on thigpable well requires the taxpayer to make
fform. The initial approved certification al- payment at the full rate of ¥bercent of
lows the severance tax on the well to be pattle value. Severance tax on all other inca-

code applies only to stripper wells certifiecat the reduced rate for the first month |opable wells on the same lease is also due at

in the producing fields of Caddo Pine |
land, Rodessa, and Tullos Urania.

The certification of a well is cancele
when a change in ownership of the w
occurs.A new application for certification
must be filed with the Department by tf
new owner in order to continue paying t
reduced rate on production from the we
The Department will certify any qualifyin
well that was certified by the previous own
back to the date of the ownership chan

drate, Form SEV O-3 must be filed for

"fonthly on or before the fifteenth day of t
lsecond month following the month of pr
J duction, as provided for by R.S. 47:63
€{7)(b) and (c). The producer of the well

provided that the new owner has continueg)

to timely file Form SEV O-3, Monthly Inca
pable and Stripper Oil Well Report, for th
well. This is the only exception to retroa|
tively certifying wells.

SEV 0-3 filing

€6-3 to the purchaser of the oil, if the pu

Qvell.

C-

The postmark date on the envelope
used to determine the timely filing of For
SEV O-3. If the fifteenth of the month fall
Hh&n a weekend or holiday, the form must

Form SEV O-3 serves as a continuin®

certification of a well's reduced rate statu

Jfiled by the next business day. The filing

1
Individual income tax forms to be

electronically scanned

The 1996 tax processing season will
the third year that Louisiana individual i
come tax forms will be electronicall
scanned.

Processing forms by scanning is a fas
more accurate method of processing. It
duces department processing costs and
duces the inconvenience caused to s
taxpayers through keypunch errors.

The official form will again make use of

“dropout inks” that are invisible to the ele
tronic eye of the scanning machine. T|

bphotocopies for their records, but the cop
n-are not scannable and will delay process
y if submitted to the Department.

Substitute individual income tax returr
ethat are also scannable can be produ
rédrom approved software. Photocopies
these substitute forms cannot be submit

n@ the Department for processing becayidd

the originals are laser generated forms w
precise positioning of data. Although ph
tocopies may appear identical to the ori
C'hals, the data positions are changed slig

hfh the photocopy process, which makes HE

scanner can read and record both handprinteg

and typed data within the special handpt
boxes on the tax form. However, the drg
out ink becomes black on a photocoj
which interferes with reading the data, s
isimportant that photocopies not be subn|
ted for processing. Taxpayers may ret

"%€6pies unacceptable for processing. In
IMer to avoid the accidental submission o
Pohotocopy to the Department for proces

PYing, preparers providing photocopies of &
_'lrax return for the taxpayer should stamp the

D
“}Sopy with the words “Taxpayer Copy” i

B8is0 required to submit a copy of Form SEW

| chaser is remitting the severance tax on i

scertification. After a producer has been nothe full rate for that same production period.
tified that a well qualifies for the reducedThe filing of a delinquent Form SEV O-3

lifor a stripper well does not affect the status

months subsequent to the effective date of the stripper well. This form must still be
Bllertification in order for the well to befiled for the “A” coded certified stripper
eligible for the reduced rate for these monthsvells for the periods in which they are
'$orm SEV O-3 must continue to be filddexempt from the severance tax when the

@ross value per barrel is less than $20.

)_

33 If no Form SEV O-3 is filed with the
iDepartment for a given well, the tax is due
Hat the full tax rate of Z2percent of the

ryalue. If the well is an incapable well, it will
ifi@se its incapable status for this period, as
will all other incapable wells on the lease.
Any remaining stripper wells will retain
iheir stripper status. If the well is a stripper
mwell, no refund will be issued or any assess-
sment reduced based on the missing form,

bantil such time as the reports are filed.

[®]
=

The total disposition volume reported on
Form SEV O-3 each month for a particular
lease should equal the reduced tax rate vol-
ume reported on Form SEV O-1d for the
same month and lease.

eNlonproduction month
NIwhen the status of a certified well is
changed by the Office of Conservation to a
g‘nonproducing well, it should be reported on
cE@'™M SEV O-3 for the month of the status
0q’:hange and have the certification canceled
1} that time. If and when the well returns to
oduction, the producer must re-apply for
ifertification. A well must be included on
3_this form showing the actual production,
Ji@ven if the production is low enough that a
feport to the Office of Conservation is not
quired. Otherwise, the well will be con-
Oﬁ_idered off production. A certified well that
fgas gone off production, but has inventory
,Sr_emaining inthe tankto be run atalater date,
ust be reported on Form SEV O-3 for the
onth the actual disposition takes place.
1This should be denoted on this form by an

Altbd ink. =

Continued on page 3



Severance update (continued)

asterisk and an explanation that states
actual production month and the date
certification.

Overproduction month

When a well produces in excess of t
maximum allowed for a stripper well (te|
barrels a day) or an incapable well (
barrels a day), the production from that w
must be paid at the full rate for that prody
tion period. If a stripper or an incapable w
loses its reduced rate status for any peri

all other incapable wells on the same lease

must also payeverance tax at the full rate fg

that same production period. The other sttip-

per wells will retain teir stripper status.

Audit adjustments
Assessments are made on a month
month basis. The Department is allowi

each month of production and filing re

guirements to stand on their own. It is t
responsibility of the producer to meet t
reduced rate requirements when paying
the reduced rate. If an audit reveals tha
well does not meet the criteria for paying
the reduced rate, additional tax will be &
sessed for the nonqualifying productig
periods. Since the Department is not ablé

tipiance, assessments may be issued for U
ahree years after the end of the calendar y
during which the liability was incurred.

Audit adjustments are made for the folloy
hieng reasons:
nl.
3.
el
C-
ol|
od,

A well has not been certified.

Form SEV O-3 was not filed or was file
late. Late filing of this form does ng
apply to stripper wells except to the e

assessment reduced until such time
the delinquent Form SEV O-3 is filed
The timely filing of Form SEV O-3 is
required for all incapable wellsin or-
der for the reduced rate to apply.

r

. A well has overproduced.

. Tax was paid at the wrong rate. A we
must be certified before a reduced rg
can be takenChanges in production
require a well to be certified for that
rate before a different reduced rate

at €an be taken.

t@ A reduced rate was taken on closi
at stock before certification. Tax on clos
1s- ing stock must be paid at the tax rate
n effect when it is produced. The Depa
» to ment uses the first-in, first-out (FIFQ

tent that no refund will be issued or any

paoAn incapable well produced less than 50

ear percent salt water. The salt water content
must be at least 50 percent to qualify for
the incapable rate.

7. A capable (full rate) well was on the
same lease as incapable wells. Changes
to a stripper or incapable well that make
a well capable (full rate) also make all
other incapable wells on the lease ca-
pable (full rate).

d
t
)(_

#roducer/taxpayer
‘responsibility

It is the producer’s responsibility to en-
sure that wells are properly certified and
that reports are completed correctly and
timely filed. Purchasers of oil on which a
s[feduced rate of tax was paid are urged to
,tgnsure that the producers are properly certi-
fied and continue to meet requirements.
Taxes may be assessed against the pur-
chaser if it is determined that the well was
not eligible for the reduced rate.

Ng Questions concerning these guidelines
5-should be directed to the Severance Tax
iDivision at (504) 925-7500m

t_

)

immediately identify all areas of noncom- method when making this calculation.

Small town doctor credit available

A tax credit equal to the lesser of the taro credit is available for that year or
due, or $5,000, is available to certified medisubsequent year, but there is no recaptu
cal doctors who relocate their primary af-

fice after July 1, 1991, to certain locations e > v )
and agree to certain conditions for a periol’® Louisiana individual income tax retur

of three years. The tax credit is available fdfnder “Other Credits” and a statement tf
each of the three years and may be clai terms of R.S. 47:297(H) have been n
for up to an additional two years if the@nd will be met for a period of at least thr
conditions for the credit continue to be me/€ars must be attached.

Therefore, the credit is available for up o the credit is limited to the tax due. The
f!ve years. If the_ doct.or wolates the condiyill be no unused credit.

tions of the credit during the first three-yepr

period, the creditis not available for the ygar The specific requirements are as follow
of violation. In addition, all credit taken i
prior years is recaptured and added to tHe
tax liability for the year of violation. If th

The credit is claimed on Schedule A

The taxpayer must be a certified medic
doctor possessing an unrestricted lice
from this state to practice medicine.

The doctor must move and maintain his
. primary office after July 1, 1991, to within
20 miles of a community hospital not
owned predominantly by other physi-
cians. The primary office cannot have
been so located prior to July 1, 1991.

be Both the office and the hospital must be
located more than 20 miles from the
nearest incorporated city with a popula-

'€ tion in excess of 30,000 persons.

S.

The doctor must accept Medicaid and
Medicare payments.

al Questions concerning this credit should be

M3frected to the Income and Corporation Fran-

violation occurs in the fourth or fifth yea

chise Taxes Division at (504) 925-46Ml.



Louisiana Tax Topics Index Writs refused in
(Vol. 15, Nos. 5-10) severance tax case
Subject No. Month The U.S. Supreme Courtrefused to hear a
Excise taxes severance tax case involving minerals ex-
Computer records from cardlock or meter systems (Act 187) .................. T Septenbgi@%ed from federally owned Barksdale Air
Dyed dieSEl fUBI .....uvveeiieci i 5. July 95 = ;
: e orce Base property in the Shreveport-
Fuels d)_/ed following federal guidelines (Act 603) ..........ccocveviiiiiiiennnnnen. T Septemp 8§sier area. The decision leaves the lower
International Fuel Tax Agreement (IFTA) .....ooviiiiiiieeiiieeeee e 8. Octobe " ling intact allowing the D t
Motor carriers relieved from Inspection and Supervision Fee (Act 301) . 7........ Septem ner LS rlj' Ing intact allowing the Depart-
Transportation of bulk gasoline in LOUISIANa ...........cccocoeveeeeeeeeeeeeeeen. 6........ August [o3Nent to iImpose a severance tax upon the
Income and corporation franchise taxes mlnEraISI sgveLed frolmfthe fe(I:ieraI propgrty.
Alternative fuels credit (R.S.47:38 and R.S. 47:287.757) .c.cocevvcvviennnnen. 6........ August oBar .Sda e is the only federa propert){ 'm'
Corporation credits for employment - jobs Credits ...........c.cccoveeeeverennnen. S August josnediately affected. However, the decision
Corporations modified piggyback for iNCome ..........cccocvvveveeeeveeereean. 5. July 95| would also allow the severance tax to be
Corporations modified piggyback for deductions..............cccoevvevvriviienene. 9. Novembeapplied to production on any other federal
Credit for ad valorem taxes paid on certain Vessels.........ccccccovecvveveesinnnenn. 5. July 9% property in Louisiana. (MRT Corp. et al.,
Donations of income tax refunds (Acts 162, 357, and 1238) .................... T Septembey. 85 Supreme Court, Docket No. 95-286,
Far.m.ly res.pon5|b|I|ty (o (=To || U P A PR 8. Octobe 9&3tition for certiorari denied October 2,
Individual income tax returns to be electronically scanned .................... 10........ Decem )1@&5 )m
Louisiana capital companies Credit ... 6. August 9 '
Louisiana credit for certain federal credits [R.S. 47:297(B)] ....ccvvvevrnnnee. 6........ August 95
Prescription (statute of limitations) ...........eeeeiieiiiiiiii e 9. November 95
Small town doctor credit [R.S. 47:297(H)] ..evveeeeieiiiiiiiiieeieeeeeeeiieee 10........ December 95
Inheritance tax Baton Rouge — Main Office
Forced heirs redefined (At 1180) .......cccceiveeiiuiieiieeiiieseesieeesieesreesiee e T Septembeerggal Registration ...........coccoooveveveve. 50449257318
Joint successions of hushand and Wife ...............c.cooeireeeseeeeeeeeeesceennn, 5. July 95 COllECHON ..o 5049257448
Petition for possession alternatives (ACt 314) .........ccccvevveeeeiierieeereieeiens T e, Septembl@f% Tgf"((:es """" g 504-925-7656
Proposed constitutional amendment (ACt 1321) ......ccovvivieeiiiiieeeiniiieennis T Septembé?@gf]. _?rpora fon 504492504611
Small town doctor credit [R.S. 47:297(H)] 10 Decemhe %%nc 1€ TAXES v
S AT297(H)] e 10, [BRritance & Gift Taxes ... 504492507424
Miscellaneous SAIES TAX wvevrveriniriririnieieiee et 5049257356
Administrative Provisions BOOK ...........cccocviiiiiein i 9. NovembePBBrance Tax ... 50429257500
Alcoholic beverage permits require tax clearance (Act 1016) .................. T, Septenb@PYEOMS ..o 50429257532
Delinquent child support program (ACt 894) ........ccccevvvivviiiiiiiee e T Septembey 'Tdefd PIOPEITY . ovvvvss v 5581':22551:1017
Economic development incentives program (Act 1238) ...........cccccuvvvvneenn. T Septemb GEIOIAING v 5049257533
Electronically filed tax returns (ACt 167) .......covcvrveeiiiieeeiiiiee e T September 95 T
Ethics commission fines taxpayer and former employee ..........ccccccoeenes 6...... August|9Regional Offices
Index for 1995 issues (Vol. 14, Nos. 1-3; Vol. 15, Nos. 1-4) ................... 5. July 95 | Alexandria ..........c.ccccoeueueeeeeeereeereeennn. 318+487+5333
Innocent SPoOUSE rule (ACE 515) ...ccciiiiiiiiiiiiiiiee e T Septernberf@®tte ..., 31826245455
Late payment penalty on individual income tax (Act 515) .........c..couvene.. T, Septembeya@g Charles ... 3184912504
Office of Alcoholic Beverage Control moved to DORT (Act 1188) ........ T Septemb 3r"é“3ﬁr°el ------------------------------------------------ 318-362-3151
Penalty on underpayment of estimated tax (ACt 515) ..........ccccevevviviirennnns T Septemb, r?]"‘}’)g FEANS oo 504-568-5233
Seminars on electronic tax filing 6 August(9 reveport 318-676-7505
tronic tax filing ..o B hibodaux 5044470976
Severance tax gUIdEliNeS ...........eeiiiiiiiiii e 10........ December 95
Waiver of delinquent penalties on individual income tax (Act 422) ........ T September 95
Tax Topicsis a monthly publication of théouisiana
Sales tax Department of Revenue and Taxation. Information cpn-
Accrual basis reporting for Sales tax .........cccccoviieeeiiiiiee i [ I Novemb Efa%d herein is of a geral nature; taxpayers requiring
Ad valorem taxes on motor vehicles, boats, etc. (Act 170) ..........co...v....... T, Septembepfgmation concerning a specific tax matter should contact the
. . ) appropriate tax office. Subscription information may be pb-
Commercial fishing exemption program ..........cccccceeeeeiiiiiiiieriee e 5. July 95| | tained from the Research and Technical Services Divisidn at
Compressor fuel (Columbia Gulf Transmission Co. court case)............... 5 July 95| | the address below, or by calling 504+925-6047.
Computer software (South Central Bell Telephone court case) ................ 5 July 95 This public document was published at a total cos} of
. ,876.22. One hundred eight thousand copies of this public
Computer Software regulation ............ccccevieiiiiiiee e 8.t October 9 cument were published in this first printing at a cos] of
Court decisions: South Central Bell Telephone, ComdiscO ...................... 5. July 95| | $6,876.22. The total cost of all printings of this document,

: : Cat including reprints, is $6,876.22. This document was published
Exemption numbers given explratlon dates .....cooeevviiiiiennns e 5 July 95 for the Department of Revenue and Taxation, Post Office Box
Natural gas used to produce iron (Act 284) .........ccccvvveeeeenennn. Y A Septembes9Baton Rouge, LA 70821-0201, by the Division of Ad-
Rental equipment used in Louisiana (Comdisco court case)..................... 5. July 95 mi"istraFionvLSta}t,e Printting Oftftice, LO dispg‘ffe Lﬂfor;"at E?

e ] concerning Louisiana tax matters aeeme: 0 be O yblic
Taxability of school fund-raising events ..., 6........ AugUSt|9bBiierest under authority of R.S. 47:1509. This i T
Telephone calling Cards ........coocuviiiieei i 9. Novemb ri%q in accordance with the standards for printing by state
Transfer of salvaged motor vehicles (ACt 848) .........ccceveveeveieieesesienan, T, Septen)bgtogeries established pursuant to R.S. 43:31.

Vendor's compensation continued at 1.1 percent (Act 1186) ................... T s Septembler 95 Edwin W. Edwards Ben Morrison
r Governor Secretary




